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SRR A ORI i Al L B E BRI EA . AR IRICR IR PR E A FHEMNE, CH
ST B E SRR ME S BITE Black-Scholes #EI LUK Heston FEMSBENIER THIMT HER. B IGRIFE
BV, sHEERREFESHAEN R T 2 HmME, WHEMEM FEnicS #EARTRETE
RABMERRIELE. A3 Heston FEMBENRE T AR BETE AHRETER 107 BER.

We use the finite element method to evaluate the barrier options which is essential for insur-
ance product development and regulation. Variational forms and partial differential equations
with corresponding boundary conditions arising from the double barrier options under the Black-
Scholes and the Heston stochastic volatility models are derived; numerical results obtained via the
subroutine FEniCS are compared against the published exact solutions. The relative error of the
barrier option valuation under the Heston stochastic volatility model committed is about 1074
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1. HEBBRSEER

ERETEIATERAMBEMNEN -, FRRETHEERBHESAGNEEEAC. GRS
R EEASMERRESMEE — A7, BRESESE, RERAFNKREREEVEHE,. BFE
EEMBREE, BFR. EREGMFEGRSLHGHEE, BEAERTHERSBREBAFRSETSS
FZLEE: EREGRETRARENTS, EEFERCHREERENRMRER. R, KE
RigmSrEt, REBEEENBORTALWASENE, RETHNIFRBLRAESES: ERREESRH
R B TR SR M BRI R ER . DI, TR E SRR E R —E R R B
EABEENSEHE.

KETSENRERERNZE, REENTMEAREFEE=M: Monte-Carlo / BZR¥E. BEEUET
25 (lattice) FEEfMD AENE. B FERERETE RBHE, BERREMS ARERENEEREE
B, BCEEMETEA RS BREREEMS AERE. AR EETEMS ARERENHE P —EHE
KA — BRETHEE (finite element method, FEM) — i JERAR AR EEME (barrier option), $F
A EEE PR EERE (double barrier option) FEHEE Black-Scholes fEEIEE Heston FEREEEIEE THYFH
EfRE,

SRR R R — R AER A e, HAG T AME B B I H A91E (T B EER , thERRITE B H iy
fEEe . FIREEEEEERIE TR knock-out, knock-in, 43I ER=7EZH H R EREZ
VIR BRI R B AT R MR, A0 AR EEEN R R B E R TIPE R e
R ERATE I E T RE e BRI RG:, DU ERCE R A ER, R ESBENEEE, [l
SRR R | RS RERE B SaeT DR ENEE, FrEATEREATNEEAREEH
B E — A, M Grosen and Jorgensen (2002) XEATGUA: EiGREAR FRERTR BKA FRFER
DURATHOE RN, BRI AR IR ST B R N Bl E R ER PR I s BB Bl rp R B E R TR e /P &
down-and-out FFRZERERES], RHEFESHERN.
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BRTRERARKER S AR ERNENEBEGE, B L AFEFENAER, TREAR KT
R B E BHRANERZ91 (finite difference method, FDM; BA¥EH T £% [konen and
Toivanen (2008); Tavella and Randall (2000)) #8it, BIRICRENERERERRE. REEGERS
G, ERBEEEHAZIF KBRS TR HEEEE: REAEEERSH T NNEAET., &
BRESENEE. A, maEREERTERER2EN FEniCS (Alnes et al) (2015); Logg et al.
(2012)), FreeFEM (Hecht (2012)) FF&EHIHFRMESCEE [BARTT: 4 2 RAR A EER HESCLRIR]
BEETEER, —RAEEMAEERAEARTTES, EHRMER FEnics EEFIREEETMERELN.

BIETCE L IEREM B L £ E2EEFEES Hilber, Reichmann, Schwab and Winter (2013);
Achdou and Pironneau (2005); Topper (2005). 285 FEIR TR IERFE Heston FERSEEIBIAUZTHE
B RGE BHERY CE B Winkler, Apel and Wystup (2002); Xiong (2020) 38— fE % FER BB HER
FFME. Zvan, Vetzal and Forsyth (2000) [EEEE R R R EZEN UMD HEXBEKRE S L, BERER
Black-Scholes ##, Lipton (2001) FIEFE/M1EERRBZEAERIRER THIRE: LRRE RN — KR
SRR

R HEE W 2 E IR R EHED FIZE Black-Scholes 1A DI K Heston [ BRI T RIS HER.
@R, NG, SRR REREE NN R T SRR, WEBRMIER FEnics #E
R TR L TMERE R BERS RIELLE. Heston FEMEIT BRI T AR BT E 2 SRR Z DB Rk
RUBEECIRTE TREE] 107 8ER. TN ARERE — BRITRE. BRESE. BEEE — AR
DEEEHEL PR E Y E8 T2 5 ERE, BRESEN: R TrRERERERL, MAGEHRE 2R
MEE WA G RENEE ISR EHER (variance reduction) , FHEEEENE BN SR HERE,
R, ARHEZHA FEniCS ZBRTFRLLVGHEEDAERHEEES .,

2. ARTTREMN
AEERMEENHRRIURENES. #E (BER) PDE MENESEA: KueV @

a(u,v) = F(v) YveV (1)

REEHT Galerkin AT . F@ V TEHEK Vi, (Bl h &) RESENEEE w, 5

a(up,vp) = F(vy) Yo, €V, (2)
we (). @) ®rEa Galerkin ik
a(u —up,vp) =0 Yo, €V, (3)

BRI ), WAEIEEME v, RLITHAL:

lim [|u — || =
lim [[u — w| = 0

BRITHRENE R EDEENER V (RRETZHE V, KB EEEEE v, 55 w, BEE u. &
TRER R — SRS R MATER 2 U BEDFIRERTE {Ki} — BRI EEE
RITESEER — FEEEE V,, EEER v, € Vi, ulk, BERE K, 1K [68E] W% — %
HR fOEIEREAE, TR v, RN

m
Up = E U;W;
i=1


https://fenicsproject.org/
https://freefem.org/

s m ;“‘% lh E\j“&JX7 w’L7 1 < Z < m 1;\;;7 {h H@%)ﬁﬁ, U/l) 1 < Z < m n\“?‘ﬁ *%Ml%ﬁo ﬂ%ltt uh 4%/]\;21 i[l:
Z’U,i H’(w’i)wj) f(w]')7 1 < j < m.
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et — R AR AR v, 1 < i <m, WA wo
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L #AVERITEDE: 2 x 1 RAFVEESSEIR 2 x 20 x 10 A=AFTE.

FEABRTTE LM AR FEREN R EES RIS EHMs AR A RS GRGNES (5
ffE) B, FEREEKEEEEENRTTZ FH FEniCS KMERMEIEE ME B E BEER .
ELUTHIZEET, M8t % Black-Scholes I DUK Heston FEMSEEIEA SRR EBHEB ST BLEERA
R FEniCS KNG OIIERT
3. #FERIE: Black-Scholes HR

BEETSH n EEEEEE ©v;, i = 1,2,...,n K, LEBEEHT R AAAER R

dr; = pix; dt + 2,0, dW;, 1=1,2,....n

Heh oy, 03 DHIR x5 BIE @T%?ﬁﬁiﬁ:ﬁ;ﬁ dW; £ Wiener @&, H d(W;, W;), = p;; dt. FREE
(self-financing) WEEMES 11

I =w(zy,xe,...,Tn,t) + ZAlmZ

]
dIl = du+ Y A;daz;.
i=1
THEE T 8 (4,7) TERB i = pijoio;, HHA Ito 5EAE
ou
du—adt 4 —dxz—i— ;]Zlfzszx]a ax



KA dII, 4 dz; HE8 Wiener BEFEREREES, HKMABEH
ou
8:1:1- ’

Ai:_

R T A R I = rI1dt, #%

:<_ _ZZFZWJ _ axj)

=1 jf

—ert—r<u+ZAxl> _r<u—zaxz ) dt

HMEEZHER Black-Scholes /125

ZZF”xxja 8$]+erz ‘—Tu:O. (4)

SEBBBEATE Black-Scholes HRRBERBFER: HumEmiE A,

4 n =1, Black-Scholes FRERE
ou 2(x,t) 22 0%u ou
Fn —< 5 ) prehe T(t)x_&r +7r(t)u=20 (5)

Hh o = o(x,t), r = r(t), KAERROBE / #oFR8nT. ¥ @) REL o) WS, 5
WHEAAR [UAV = UV — [VaU,

2,2 92 2 52, 2 2,2
/a$ﬂvdx:/vax8 dx:vax@ 8u8<v0w)dx

2 Ox2 2 a2 2 Oxr. ) 0r or \ 2
N et Ve e '~ -~
U av U v v B
volx? Ou /8u ov o2 N oo N q
= —— | = | = vo—x% +volx | dx
2 Ox oxr \dx 2 ox

d 2
— uvdx—i—/ %@dQZ—O—/ (a +xaa—0—'r)x@vdx+r/ wvdzr =0
dt Jg, R, 2 Ordr R, Ox ox R,

ap(u v)—/ Osz%@daﬁL/ + @—r a:@vdx—i-r/ uv dx
PR R, 2 Oxlx R, o 7 0x ox R,
HI|—i Black-Scholes HRERRIGBHERHIE: K u eV #f5

0
<a—?,v>+a3(u,v) =0, YoeV

Her () &V HIAME,

FE—if Black-Scholes AT HY S FUREZREER (v, t) BREVIG AR BRII A W g H 8 et

u(a,t) =u(b,t) =0 Vi (6)
Het a, b FHE_ETRRIE.



4. BFERIE: Heston FEEBBhERI
A8k B 2B, Heston REESE BB R 2 MO HEAS

ou

5~V (AVe) +b Vutru=0 (7)

/UV-(UAVU) dx:/aU(vAVu)-nds

/ vV - (AVu)dx = / V- (vAVu) dz — / Vou - AVudz
U U U
:/ (vAVu)~nds—/Vv-AVudx
ouU U
TESTR ap(u,v) B

aH(u,v):—/ (vAVu)~nds+/Vv-AVudx+/b~Vuvdx+r/uvdx (8)
ouU U U

U

H| Heston FEHSEIRAINGHME / BoPXATRR: KueV #HE

0
<a—1;,v>+aH(u,v):O Yo e V.

Hep () 8V BIRHE.

£ Heston FEMSBABNIEA TS FIRBREREEIE u(t, s, v) BREEAG BRI Ao B R8T G

u(t,a,y) = u(t,b,y) =0  Viy (9)

He1 a, b fHE ETRIRIE,

5. Hwf#
Black-Scholes ##

X BRI FE AR Kunitomo and Tkeda (1992); AT EENRRAFHEE Haug (2004,
p.157-158). AREHAM T' (BfL: ). Fl& r. BRE o, BEEK 5. FERAE/FZE (cost-of-carry)



b (BEECER D=1, BCER b =1 —q¢, ¢ BEEEZR). BERER X, ERRE U, THRRE L. #E LT
FEREVHZRE 61, 00 LR 0 (EFR) WHERT, BREEZARE

O = 57 3 {(U) (5) @@ - @) - (fag ) (Vi) - Na)}

n=—oo

R (ORI R

()" (o) - (s v o

_ rTn;oo { (Un)m - (g)m (N (y1 - o\/T) ~N (y2 - aﬁ))
(755) " (7o) ()
= S () (5) v - ¥ - (B ) V) - M)

n=—oo

(11)

Hep
log (353) + (b+ %) T log (5% ) + (b + %) T
dl_ dQI
oVT ovT
log ()ézf;fn) + (b—l— %2) T log (ﬁ;ﬁi) + (b—l— %) T
d3: dy =
ovT ovT
log (8972) + (b+%) T log (35) + (b+ %) T
yl_ o T y2_ O'ﬁ
log (& ) + (b+5) T log (e ) + (04 %) T
Y= ovT = oVT
2(b—03 —n (6 — 0 2(b—0 )
1y = (b — Z(l 2))+1 g = ( 2+721(1 2))+1
o o
2n (61 — 6
ugz—n(;2 2) F=Ue"T, E = LT
Heston FEESBIRE

Lipton (2001, Section 12.5.4) #E M Green EEEIERZEEHEMAIMAIT . AAERM T (AL
). BEME s. WEZE y. BOER K. ERRE U, TRRIE L 8 Heston A2 7, ¢, 5, 0, § B
WE p=0H8r=q 2 EREEAAR

A(T,kn)=B(T,kn)y

(T, s,y) = e "TVsK Z @ gysin (kn log %) (12)
n=1



b= g ) = —gw () = 1\/ (52 )w
L

2
- 672C(k)‘r
A ) = 0 () + 1) -+ g LT S 8 G T

€ (2 1) (1 - )
4 (=p(k) + C(k) + (u(k) + C(k)) em20T)

2 (=1 ky (% = /) +sin (ki log £))

(kfl + }1) log %

B(r,k) =

¢n =
M EEGREREEA S

>\ S ATkn)~B(Tokn)y —~
p(T,s,y) = e "VsK Z e é2 ¢ Sin (k log L) (13)
n=1

=

2 (VB R) oG lon)

(k2 ) log ¥ 7

LEAIUSNE p =0 1 r = q 1 TR WAL, ERISCRTHRSE p 40 87 ¢ 09—
Rl R

6. BUiESE
ﬁEf%meS%%ﬁﬁﬁiﬁﬁ TR, FRSEeER gﬁ@ aEiAst (1d), (1),
(), () derse: 52 FEnics BRI d, FrasEE RN Eﬁ , . FEnics %fcxsmmz@

BELKHZER . 2EIERITR. BHE / éﬁﬁ/iﬁ&éﬁM#ZTa%ﬁﬁfﬁﬁz A E R E R
B, BFRRERK, MEABRITRELETEIGEER KRS, —if Black-Scholes AL
B 3% ﬁﬁéf’ﬁﬁ_ EFF B THRANR], Heston FERSEENEA RS FIRERIEREL s A AERREE L TR,
My HELABGEE RN, RERLEREE vy ETREZERRE. ERMAVFETR ¥ € [Yunin, Ymax],
Ymin = 0, Ymax = 3, MHEFRBRAF

ou(t, s, y)

on =0

Y=Ymax, Ymin

S @ @ £ Black-Scholes fE FEARFEEAR T . BEH o BER L TR BERERER. FEM gﬁ
#F 1000 ETE, At=10"* r=0.1, s =100, K = 100, BFMELENHEERE/NS 107°, &

£ Heston @%@*‘*@WWTTHE@@ T fﬁé@@’fﬁJ:T Sl BEEREKRER. FEM HEER 100 x 100
ATE, At=10"2r=¢g=003 k=15 9=01,¢=05 s=100, y =0.12, K = 100, B2
FEFIRIAEERR 2/ 1072, B Black-Scholes #E SRR R ZWRREE —— RS HBERMHPE At
FR5SEHR, B EE A R RIE A 4 R B R S (DU S A U B8 UG (2 B




T lower upper o FEM analytic error

0.25 50 150  0.15 4.351471 4.351472 0.000000
0.25 60 140  0.15 4.350455 4.350456 0.000000
0.25 70 130 0.15 4.313875 4.313879 0.000001
0.25 80 120 0.15 3.751593 3.751600 0.000002
0.25 90 110 0.15 1.205466 1.205465 0.000001
0.25 50 150  0.25 6.164448 6.164454 0.000001
0.25 60 140 0.25 5.850012 5.850021 0.000002
0.25 70 130 0.25 4.829310 4.829317 0.000002
0.25 80 120 0.25 2.638713 2.638713 0.000000
0.25 90 110 0.25 0.309826 0.309824 0.000008
0.25 50 150 0.35 7.037269 7.037281 0.000002
0.25 60 140 0.35 5.772596 5.772603 0.000001
0.25 70 130 0.35 3.776464 3.776464 0.000000
0.25 80 120 0.35 1.490282 1.490279 0.000002
0.25 90 110 0.35 0.047743 0.047742 0.000029
0.50 50 150 0.15 6.985280 6.985283 0.000000
0.50 60 140 0.15 6.808261 6.808265 0.000001
0.50 70 130 0.15 5.969749 5.969756 0.000001
0.50 80 120 0.15 3.580449 3.580450 0.000000
0.50 90 110 0.15 0.553662 0.553661 0.000002
0.50 50 150 0.25 7.933573 7.933580 0.000001
0.50 60 140  0.25 6.338327 6.338331 0.000001
0.50 70 130 0.25 4.000403 4.000403 0.000000
0.50 80 120 0.25 1.509811 1.509809 0.000001
0.50 90 110 0.25 0.044082 0.044081 0.000015
0.50 50 150 0.35 6.508810 6.508812 0.000000
0.50 60 140  0.35 4.384068 4.384066 0.000000
0.50 70 130 0.35 2.256340 2.256337 0.000001
0.50 &80 120 0.35 0.563534 0.563532 0.000004
0.50 90 110 0.35 0.001090 0.001090 0.000057

% 1: Black-Scholes % TR BHEERK: s =100, r = 0.1, K = 100, At = 10~%, 1000 {ETE,



T lower upper o FEM analytic error

0.25 50 150  0.15 1.882477 1.882479 0.000001
0.25 60 140  0.15 1.882477 1.882479 0.000001
0.25 70 130 0.15 1.882464 1.882465 0.000001
0.25 80 120 0.15 1.860006 1.860008 0.000001
0.25 90 110 0.15 0.947268 0.947268 0.000000
0.25 50 150 0.25 3.785484 3.785486 0.000001
0.25 60 140 0.25 3.784522 3.784525 0.000001
0.25 70 130 0.25 3.701441 3.701445 0.000001
0.25 80 120 0.25 2.686629 2.686632 0.000001
0.25 90 110 0.25 0.344898 0.344895 0.000008
0.25 50 150 0.35 5.719055 5.719058 0.000001
0.25 60 140  0.35 5.606031 5.606038 0.000001
0.25 70 130 0.35 4.647194 4.647200 0.000001
0.25 80 120 0.35 2.071860 2.071857 0.000001
0.25 90 110 0.35 0.057764 0.057762 0.000029
0.50 50 150  0.15 2.137408 2.137408 0.000000
0.50 60 140  0.15 2.137401 2.137402 0.000000
0.50 70 130 0.15 2.132486 2.132486 0.000000
0.50 80 120 0.15 1.888268 1.888269 0.000001
0.50 90 110 0.15 0.455530 0.455529 0.000002
0.50 50 150  0.25 4.703256 4.703257 0.000000
0.50 60 140  0.25 4.623585 4.623587 0.000001
0.50 70 130 0.25 3.894419 3.894421 0.000001
0.50 80 120 0.25 1.785111 1.785110 0.000001
0.50 90 110 0.25 0.049140 0.049139 0.000015
0.50 50 150 0.35 7.168276 7.168280 0.000001
0.50 60 140 0.35 6.106217 6.106221 0.000001
0.50 70 130 0.35 3.586824 3.586824 0.000000
0.50 &80 120 0.35 0.824370 0.824367 0.000003
0.50 90 110 0.35 0.001319 0.001319 0.000057

% 2: Black-Scholes 7 T FREFEEER: s =100, r = 0.1, K = 100, At = 10~%, 1000 {ETE,



T  lower upper FEM analytic  error

0.25 50 150 5.743766 5.750610 0.0012
0.25 60 140  4.891759 4.896052 0.0009
025 70 130 3.462751 3.462611 0.0000
0.25 80 120 1.567859 1.564969 0.0018
025 90 110 0.109954 0.108847 0.0102
0.50 50 150 5.520852 5.521398 0.0001
0.50 60 140  4.092226 4.091332 0.0002
0.50 70 130 2.414123 2.412510 0.0007
0.50 80 120 0.809275 0.807802 0.0018
0.50 90 110 0.025838 0.025693 0.0057
1.00 50 150 4.247493 4.246693 0.0002
1.00 60 140  2.770113 2.769151 0.0003
1.00 70 130 1.351024 1.350143 0.0007
1.00 80 120 0.309542 0.309018 0.0017
1.00 90 110 0.003382 0.003351 0.0092

% 3. Heston FEMGEEIER FERREMER: s = 100, y = 0.12, K = 100, r = ¢ = 0.03, s = 1.5, 9 = 0.1, £ = 0.5,
At = 1073, 100 x 100 &,

T  lower upper FEM analytic  error

0.25 50 150 6.609884 6.614373 0.0007
0.25 60 140  6.360951 6.368411 0.0012
025 70 130 5.173619 5.179524 0.0011
0.25 80 120 2.448555 2.446362 0.0009
0.25 90 110 0.144522 0.143062 0.0102
0.50 50 150  8.546129 8.550847 0.0006
0.50 60 140 7.115637 7.119144 0.0005
0.50 70 130 4.390767 4.390461 0.0001
0.50 80 120 1.342222 1.340050 0.0016
0.50 90 110 0.034015 0.033822 0.0057
1.00 50 150 9.248777 9.250651 0.0002
1.00 60 140 6.176992 6.177137 0.0000
1.00 70 130 2793040 2.791924 0.0004
1.00 80 120 0.530510 0.529676 0.0016
1.00 90 110 0.004456 0.004416 0.0093

% 4: Heston FEESB BN T4 FRMHMEME: s = 100, y = 012, K = 100, r = ¢ = 003, 5 = 1.5, 9 = 0.1, £ = 0.5,
At =103, 100 x 100 .
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7. WamRE

A R T R AR = R _ R R JE ARG AT AT FEniCS 23\, ASGHREA
AR R TRERHE, MR ERER i, SChArl, Heston FEREENEA T ERIR
RN — RS S AR TR, BRTREF e ERNBIER. &ERREBRITRE
FUERE T B E AT OO PS8 R R EE, Em MR RERERNE L. S5k E R 2
FIRERSEET S, EEBRITRELR B & ESKE T AR IR E#FEG RO ED . RETERFE
AN ARTTREEAEEMOTRE (exotic) BEFEHEEARSEENTEEBRNE / HRMNE.
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i C. FEniCS B3 B
Black-Scholes B#

from dolfin import *
from numpy import sqrt, exp, log
import scipy.stats as st

N =

def

# c.

def

st.norm.cdf

bs(s0, K, sigma, r, T, gq=0, cp=1):

# cp=1: call, cp=-1: put

dl = (log(sO / K) + (r - q + 0.5 * sigma ** 2) * T) / (sigma * sqrt(T))
d2 = d1 - sigma * sqrt(T)

return cp * sO * exp(-q * T) * N(cp * d1) - cp * K * exp(-r * T) * N(cp *
<~ d2)

f. Haug E. G. The Complete Guide to Uption Pricing Formulas Zed
pp.157--pp. 158

dbo_bs_anly(sigma, r, T, L, U, S, X, cp=1, g=0, deltal=0, delta2=0,
n_terms=10):

b=rif q ==0elser - q

def mul(n):

return 2 * (b - delta2 - n * (deltal - delta2)) / (sigmax*2) + 1
def mu2(n):

return 2 * n * (deltal - delta2) / (sigma**2)
def mu3(n):

return 2 * (b - delta2 + n * (deltal - delta2)) / (sigmax**2) + 1

F = U * exp(deltal * T)
E =L * exp(delta2 * T)

def di(n):
return (log((S * Ux*x(2*n)) / (X
<~ / (sigma * sqrt(T))

def d2(n):
return (log((S * Ux*x(2*n)) / (F
~ / (sigma * sqrt(T))

def d3(n):
return (log((L*xx(2*n + 2)) / (X * S * Ux*x(2+n))) + (b + sigmax*2 / 2)
~ * T) / (sigma * sqrt(T))

def d4(n):
return (log((Lxx(2*n + 2)) / (F * S * U*xx(2*n))) + (b + sigma*x*2 / 2)
~ * T) / (sigma * sqrt(T))

def yi(n):
return (log((S * Usx(2%n)) / (E * L*x(2#n))) + (b + sigma**2 / 2) * T)
~ / (sigma * sqrt(T))

*

Lxx(2*n))) + (b + sigma*xx2 / 2) * T)

*

Lx*x(2%n))) + (b + sigmax*2 / 2) * T)
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41
42

43
44
45

46
47
48

49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65

def y2(n):
return (log((S * Uxx(2xn)) / (X * L**x(2+n))) + (b + sigmax*2 / 2) * T)
~ / (sigma * sqrt(T))

def y3(n):
return (log((Lxx(2*n + 2)) / (E * S * U*xx(2*n))) + (b + sigma*x*2 / 2)
—~ * T) / (sigma * sqrt(T))

def y4(n):
return (log((Lx*(2*n + 2)) / (X * S * Uxx(2+n))) + (b + sigmax*2 / 2)
~ * T) / (sigma * sqrt(T))

if cp == 1: # call

return S * exp((b - r) * T) * sum([((U**n) / (L**n))+**mul(n) * (L /

—  S)#mu2(n) * (N(d1(n)) - N(d2(n))) - ((Lxx(n+1)) / (Ux*n *

<~ S))*xmu3(n) * (N(d3(n)) - N(d4(n))) for n in range(-n_terms,
n_terms + 1)]) - X * exp(-r * T) * sum([((Uk*n)/(L*+*n))**(mul(n) -

— 2) * (L/S)**mu2(n) * (N(d1(n) - sigma * sqrt(T)) - N(d2(n) - sigma
o % sqrt(T))) - ((Lxx(nt+1)) / (Us*n * S))*+(mu3(n) - 2) * (N(d3(n) -
— sigma * sqrt(T)) - N(d4(n) - sigma * sqrt(T))) for n in
— range(-n_terms, n_terms + 1)])

else: # put

return X * exp(-r * T) * sum([((Ux*n)/(Lx*n))**(mul(n) - 2) *

— (L/S)**mu2(n) * (N(yl(n) - sigma * sqrt(T)) - N(y2(n) - sigma *
sqrt(T))) - ((Lx*x(n+1)) / (Uk*n * S))**(mud(n) - 2) * (N(y3(n) -
sigma * sqrt(T)) - N(y4(n) - sigma * sqrt(T))) for n in
range(-n_terms, n_terms + 1)]) - S * exp((b - r) * T) *
sum([((U**n) / (L**n))**mul(n) * (L / S)**mu2(n) * (N(yil(n)) -
N(y2(n))) - ((Lxx(n+1)) / (Uk*n * S))**mud(n) * (N(y3(n)) -
N(y4(n))) for n in range(-n_terms, n_terms + 1)])

L

def dbo_bs_fem(sO, K, sigma, r, T, dt, 1lb, ub, cp=1):

n_el = 1000 # number of elements
mesh = IntervalMesh(n_el, 1lb, ub)
V = FunctionSpace(mesh, 'Lagrange', 2)

# bc as s -> 1b
def boundary_1lb(x, on_boundary) :

return on_boundary and near(x[0], 1lb, 1le-10)
bc_1b = DirichletBC(V, Constant(0), boundary_ lb)

# bc as s -> wubdb
def boundary_ub(x, on_boundary) :
return on_boundary and near(x[0], ub, 1le-10)

bc_ub = DirichletBC(V, Constant(0), boundary_ub)

bcs = [bc_1b, bc_ub]
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66
67

68
69
70
71

72

73
74

75
76
7
78
79
80
81
82
83

S a0~ W NN =

10
11
12

u0 = interpolate(Expression('fmax(cp * (x[0] - K), 0)', degree

~ ¢cp=cp), V)

u = TrialFunction(V)

v = TestFunction(V)

el = V.ufl element()

expl = Expression('0.5 * pow(signma,
— dt=dt, element=el)

exp2 = Expression('(-r + pow(signma,
« dt=dt, element=el)

exp3 = Expression('r * dt', r=r, dt=dt, element=el)
a=ux*v*dx + expl * u.dx(0) * v.dx(0) * dx + exp2 * u.dx(0) * v * dx +

— expd * u * v * dx
L =u0 *x v *x dx

A, b = None, None
_ = Function(V)
for i in range(l, int(T / dt) + 1):

2) * pow(x[0], 2) * dt', sigma=sigma,

2)) * x[0] % dt', r=r, sigma=sigma,

A, b = assemble_system(a, L, bcs)

solve(A, _.vector(), b)
u0.assign( )
return _(s0)

Heston FERSSBhER

from numpy import exp, log, sin, sqrt, pi
from dolfin import *
set_log_active(False)

# Lipton formula <s walid only when Tho = 0 !!!
def dbo_heston_anly(s0=100., y0=0.12, K=85., r=0.03, kappa=1.5, theta=0.1,
xi=0.5, cp=1, T=1., L=65., U=135., n_terms=30000):

—

ans = 0.

for n in range(l, n_terms + 1):
kn = pi * n / log(U / L)
mu = - 1. / 2. * kappa

zeta = 1. / 2. * sqrt(kn**2 x xi**2 + kappa**2 + xix*2 / 4.)

AA = -1. * kappa * theta * (mu + zeta) * T - kappa * theta * log((-mu +
— zeta + (mu + zeta) * exp(-2. * zeta * T)) / (2. * zeta))
BB = (xi ** 2 x (kn ** 2 + 1. / 4.) *x (1 - exp(-2. * zeta *x T))) / (4.
— * (-mu + zeta + (mu + zeta) * exp(-2. * zeta * T)))
if cp == 1:

phin = 2. * ((-1)**(n+1) * kn * (sqrt(U / K) - sqrt(K / U)) +

—~ sin(kn * log(L / K))) / ((kn **x 2 + 1. / 4.) * log(U / L))
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def

else:
phin = 2. * (kn * (sqrt(X / L) - sqrt(L / K)) + sin(kn * log(L /
< K))) / ((kn ** 2 + 1. / 4.) * log(U / L))
ans += exp(2. * (AA - BB * y0) / (xi**2)) * phin * sin(kn * log(sO / L))

return exp(- r * T) * sqrt(sO * K) * ans

dbo_heston_fem(s0=100., y0=0.12, K=85., r=0.03, gq=0.03, kappa=1.5,
theta=0.1, xi=0.5, rho=0.0, cp=1, T=1., L=65., U=135., dt=1./100):
sO = log(sO / K)

mesh_size = (100, 100)

domain = ((log(L / K), log(U / K)), (0., 3))

s min, s _max = domain[0]

y_min, y_max = domain[1]

mesh = RectangleMesh(Point(s_min, y min), Point(s_max, y_max),
< mesh_size[0], mesh_size[1], 'right/left')

V = FunctionSpace(mesh, 'Lagrange', 2)

n = FacetNormal (mesh)

L L 0
## boundary conditions
e

# bc as s —-> s_min
def boundary_s min(x, on_boundary):
return on_boundary and near(x[0], s_min, le-14)

class BoundaryValues_s_min(UserExpression):

def set _t(self, t):
self.t = ¢

def value_shape(self):
return ()

def eval(self, values, x):
values[0] = 0

u_s_min = BoundaryValues_s_min(degree=2)
bc_s_min = DirichletBC(V, u_s_min, boundary_s_min)

# bc as s —> s_mazx

def boundary_s max(x, on_boundary):
return on_boundary and near(x[0], s_max, le-14)
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67
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69
70
71
72
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74
75
76
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86

87
88
89
90
91
92
93
94
95
96
97
98
99
100

class BoundaryValues_s_max(UserExpression) :

def set_t(self, t):
self.t = ¢t

def value_shape(self):
return ()

def eval(self, values, x):
values[0] = O

u_s_max = BoundaryValues_s_max(degree=2)
bc_s _max = DirichletBC(V, u_s_max, boundary_s_max)

bcs = [bc_s min, bc_s_max,]

v e
##
b e

u0 = interpolate(Expression('fmax(cp * (K * exp(x[0]) - K), 0)', degree=2,
cp=cp, K=K), V)

s, y = SpatialCoordinate (mesh)
u = TrialFunction(V)

v = TestFunction(V)

A = as matrix(((y / 2, rho * xi *y / 2), (rho * xi *y / 2, xi **x 2 xy /
= 2)))

b = as_vector(((y + rho * xi) / 2 - (r - @), xi ** 2 / 2 - kappa * (theta -
< y)))

a=ux*v*dx - dot(A * grad(u), n) * v *x dt * ds + dot(A * grad(u),

< grad(v)) * dt * dx + dot(b, grad(u)) * v *x dt * dx + r * u * v * dt * dx
1 =u0 * v *x dx

b_ = None, None
Function (V)

[ I

for i in range(l, int(T / dt) + 1):
t =1 % dt
u_s _min.set_t(t)
u_s_max.set_t(t)

A, b_ = assemble_system(a, 1, bcs)
solve(A , u.vector(), b))

u0.assign(u)
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102

return u(s0, yo0)
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